Abstract
Introduction
During the last years, microfinance has gained growing recognition as an effective tool in improving the quality of life and living standards of very poor people. This recognition has given rise to a movement that now has a global outreach and has penetrated in the remote rural areas, besides slums and towns.
The global loan portfolio amounted to USD 78 billion in 2011. Portfolio growth slowed to 15% in 2011 against 25% in 2009, but there has been a nearly 25% annual growth in Africa and Latin America since 2009. The top 100 institutions still represent 80% of the total lending portfolio -USD 61 billion -and 75% of the borrowers served at a global level in 2011. Microenterprise business lending represents 60% of total lending, and 80% of active borrowers.
MFIs in Europe, only in 2011 has reported disbursing a total of 204,080 microloans (122,370 in the European Union) amounting to a total volume of around EUR 1,047 million (EUR 872 million in the EU). The average reported loan size in 2011 is EUR 5,135 in Europe, and EUR 7,129 in the EU. The average interest rate is 11%, ranging from 4% to more than 30% in some Balkan countries, and the average loan term is 35 months, ranging from 14 to 60 months. 22% of microfinance institutions are NGOs or foundations, 20% are non-bank financial institutions (NBFIs), and 14% are microfinance associations. Respectively 72% and 42% of microfinance institutions indicate job creation and social inclusion and poverty reduction as one of their missions. 1 Based on these facts and figures, the research highlights the importance for the new and innovative business entrepreneurs to lead large business environment. 157, 757 14, 508, 865 16, 563, 293 16, 441, 313 16, 068, 681 18, 496, 020 21, 009, 663 21, 585, 482 ASC Union 11, 616, 044 17, 494, 828 24, 079, 653 40, 501, 796 40, 851, 173 38, 489, 705 35, 547, 681 35, 857, 479 BESA 23, 068, 356 29, 094, 019 37, 245, 305 41, 316, 674 43, 556, 028 42, 307, 626 41, 467, 853 47, 280, 837 NOA 13, 999, 345 25, 490, 954 36, 511, 760 42, 424, 368 43, 357, 186 39, 773 A number of studies have been carried out on the impact, perceptions and attitude of microfinance in Albania. Kola (2010) is focused on the microcredit contribution on social wellbeing in Albania. This study brings facts/figures shedding light on some issues: becoming a client of microcredit companies bring positive changes in the living standards of microcredit program participants and in their communities at large; being Microfinance Institutions client is associated with greater acquisition of land relative to non-clients, which can be taken as significant evidence of positive impact. In this study there is strong evidence of positive impact on the multiple dimensions of household income and enterprise performance.
Kola and Korsita (2010) are more interested in the effects on social and economic development. The results of their Quantitative Impact Survey illustrate the great impact of microfinance on enabling access to microfinancial services to the low-income people. There is strongly evidence the positive impact of microfinance products on income is in close relationship with the broader macro-economic environmental indicators of Albania.
Kola, Korsita and Abazi (2011) underline the positive economic and social effect on entrepreneurial activities. Other articles focused on the mechanism reducing poverty or on the ability of microfinance to reach the poor and vulnerable.
In Albania, as well as in other countries a great number of studies have been carried out on the impact of microfinance illustrating many relevant aspects of our research. Sebstad and Walsh (1991) have also underscored the positive impact of microcredit on microenterprise sales. Mosley (1996) conducted a study in Bolivia noted that respondents enterprise income increased by 91%, 39% borrowers employed after participation and 26% used loan for new technology -mostly sewing machines. Kamal (1999) measured the impact of ASA's (Association for Social Advancement) microcredit programs in Bangladesh, noted that 90.42% of the sampled respondents reported an increase in business capital after participation.
In his study on Grameen Bank's microcredit clients in Bangladesh Latifee (2003) noted that the effect of Grameen loan on reducing unemployment rate among clients and on their households were impressive. He also mentions that about 90% of borrowers reported an improvement in standard of living.
Elizabeth Dunn conducted an impact study on 'Local Initiative (Microfinance) Project II' clients in 2005, in Bosnia and Herzegovina. The findings of her study indicated that microcredit had a significant positive impact on household income, employment, business investment, business registration and post-war transition.
Experience and evidence shows that microcredit has a positive effect on the socio-economic conditions of the clients, their households and their microenterprise (Mamun, Wahab and Malarvizhi, 2010) .
Almost all these studies seems to bring a very admirable view of microfinance impact, undertaking and providing an excellent picture of the quality of MFIs lending as well as some quantitative information related to employment creation and earnings of enterprises. MFIs activities are providing significant return to their clients meeting the objective of the microfinance institutions both in terms of livelihood improvements, poverty reduction, job creation, import substitutions and technology transfer.
Methodology
This research has been done in order to assess, on a national scale, the development impact of microfinance in relation to different product designs and delivery systems in various parts of Albania aiming to measure the effect of microfinance in entrepreneurial activities.
The primary objective of this research was to find out how micro-lending practices affect entrepreneurial activity in Albania taking into consideration many business activities and measuring to them some attributes before and after taking the loan from any microfinance institution in the contry.
The key research questions addressed during the study include: ∇ Does microfinance contribute to enterprise growth? ∇ How does it leads clients to diversify economic activity? ∇ Does microfinance increases enterprise income? ∇ Does microfinance over a period of years increases enterprise assets? ∇ Does microfinance leads to changes in business practices associated with increased profitability? These basic questions were translated into hypothesis linking input variables (MFI services) and moderating variables (enterprise client characteristics, programme characteristics and others) to ascertain the impact on entrepreneurial activity in Albania.
Sample design
The selection of the survey sample was done by following best practices first geographically clustering the clients. The survey revealed that geographical differentiation (rural, urban and peri-urban) was the most appropriate form of clustering. The final sampled numbers closely approximated the proportions of clients in terms of gender and percentage of borrowers and savers.
For this survey a total of 150 clients of Microfinance Institutions in Albania were interviewed during September 2013.
The small group interview sessions were conducted with clients who were stratified and segmented along gender lines to identify any gender differences in outcome.
Data Collection and Analysis;
The study combined the application of both quantitative and qualitative tools including questionnaire on different indicators addressed to beneficiaries and other stakeholders. Qualitative information was collected through Focus Group Interviews and Semi-structured interviews to understand the situations that people face and how they use and perceive microfinance, especially enterprises served by microfinance sector in Albania.
The quantitative data of sample enterprises were analyzed to find out percentages, averages and frequencies of various indicators. Chart 3.3 indicates the number of respondents on the basis of educational background. The research has analyzed 35 respondents consisting of 23.3% with Pre-School qualification (2-5), 55 respondents occupying 36.7% with Primary (6-12), followed by 45 respondents with 30.0% with Secondary (13-17), and 15 respondents occupying 10.0% with university education.
According to the data provided by the sample, we found that the majority of microfinance clients belong to the group of "Primary (6-12)" education, with the lowest percentage in the education group with a University Degree. These facts show that microfinance in Albania is focused on low educated people, helping them realize their specific objectives.
In France, for example, the beneficiaries of personal and professional microcredit often share the same characteristics. In general, they are under 40 years of age with minimal qualifications. Moreover, beneficiaries of professional microcredit are essentially male (62%), with a secondary or higher education diploma (43%) and mostly unemployed (65%). In this case, microcredit is a stepping-stone on the path to employment. On the other hand beneficiaries of personal microcredit are essentially employed (52%). 3 To increase access to financial services worldwide, microfinance is using innovative products and delivery channels, such as mobile banking, and working to increase the capacities of service providers.
Chart 3.4 Classification of clients based on location
Chart 3.4, indicates the distribution of respondents based on location; 68 respondents (45.3%) belong to rural area, 50 respondents (33.3%) belong to peri-urban area and 32 respondents (21.3%) belong to urban area.
The data show that the microfinance market in Albania is mainly spread out in the rural areas of the country correlating with the same target group of microfinance worldwide.
Chart 3.5 Classification of clients based on civil status Chart 3.5, reveals that 100 respondents occupying 66.7% belong to the Married category, 4 respondents occupying 2.7% belong to the Living with companion category, 24 respondents occupying 16.0% belong to the Single/never married category, 11 respondents occupying 7.3% belong to the Single/divorced category, 7 respondents occupying 4.7% belong to the Single/widowed category and 4 respondents amounting to 2.7% belong to Separated category. Chart 3.6 Classification of clients based on number of loans Chart 3.6 indicates the number of respondents on the basis of the number of loans, 0 respondents occupying (0.0%) belongs to the category of zero loans, out of the total 150 respondents considered for the research. This is followed by 117 respondents (78.0%) belonging to the group of one loan and 33 respondents (22.0%) belonging to the group of two loans. With microfinance support, clients have either started new or expanded existing enterprises which not only provided better employment opportunities but also increased enterprise income.
Testing of the Research Hypotheses
It is widely accepted that for an enterprise becoming a microfinance client leads to higher employee salaries, job creation, increases enterprise assets, and many other improvements. But let us see whether if this is true for microfinance clients in Albania.
Does microfinance contribute to enterprise growth?

The number of employees;
The number of employees before and after taking a loan from MFIs has been recorded for 10 enterprises as in the Can the MFIs crediting be judged to be a success in job creation? Let's test at 5 per cent level of significance, using paired t-test. Paired t-test is a way to compare two related samples, involving small values of n that does not require the variances of the two populations to be equal, but the assumption that the two populations are normal must continue to apply.
For a paired t-test, it is necessary that the observations in the two samples be collected in the form of what is called matched pairs i.e., "each observation in the one sample must be paired with an observation in the other sample in such a manner that these observations are somehow "matched" or related, in an attempt to eliminate extraneous factors which are not of interest in test. Such a test is generally considered appropriate in a before-and-after-loan study.
Using the Paired t-test calculations made with STATA we can confirm if there is a difference between number of employees before and after the loan or if the lending practice has been efficient or not in job creation or increasing employment. As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the number of employees before and after the loan or that the lending practice has been efficient for enterprises served in job creation leading to increased employment.
The average salary of employees;
Let's see the impact of lending practices of MFIs in average salary of employees using hypothesis testing for comparing two related samples; Average salary of employees before and after the loan has been recorded for 10 enterprise activities as shown in the table below; Using the Paired t-test calculations made with STATA we can conclude if there is a difference between average salary of employees before and after the loan, or if the lending practice has been efficient or not in increasing employee salaries. As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in average salary of employees before and after the loan or that the MFIs lending practice has been efficient in increasing employee salaries for enterprises served.
The number of suppliers;
It has been also recorded the number of suppliers before and after the loan for 10 business activities credited by MFIs, as they are shown in the As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the number of suppliers before and after the loan or that the lending process of MFIs has been successful in increasing the number of suppliers for enterprises served thus expanding the levels of the value chain.
The average value of purchases for each supplier;
Also trying to measure the effect of crediting, the average value of purchases from each supplier before and after the loan for 10 business activities credited by MFIs, has been recorded as shown in the table below; Using the Paired t-test calculations made with STATA we can test the hypotheses for comparing two related samples of the average value of purchases from each supplier for MFIs clients before and after taking the loan, or if the MFIs lending process has been efficient in increasing the average value of purchases from each supplier of client business activities, contributing in this way to the value chain process, derived from the quantity of purchases from each supplier.
Business activities 1 2 3 4 5 6 7 8 9 10 Before loan 35000 55000 650000 30000 44000 40000 95000 25000 60000 25000 After loan 45000 65000 750000 35000 45000 35000 120000 40000 85000 45000 As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the average value of purchases for each supplier before and after the loan or that the lending process of MFIs has been efficient in increasing the average value of purchases for each supplier of the enterprises served.
The number of clients;
For the purpose of this study there has also been recorded the number of clients before and after the loan for 10 business activities credited by MFIs, as they are shown in the As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the number of clients before and after the loan or that the lending process of MFIs has been efficient in increasing the number of clients of the enterprises served.
The average value of sales for each client;
In the process of measuring the effect of crediting, there has been recorded the average value of sales for each client before and after the loan for 10 business activities credited by MFIs, as they are shown in the table below; Using the Paired t-test calculations made with STATA we can test the hypotheses for comparing two related samples of the average value of sales for each client for MFIs clients before and after taking the loan, or if the MFIs lending process has been efficient or not in increasing the average value of sales for each client business activities, contributing in this way to the value chain process, derived from the quantity of sales to each client.
Business activities 1 2 3 4 5 6 7 8 9 10 Before loan 15000 25000 2500000 35000 10000 30000 3500 10000 100000 2500 After loan 20000 35000 3000000 40000 15000 25000 4500 12000 150000 4500 As shown in the table above, we have to accept the null hypotheses, concluding that there is not a difference in the average value of sales for each client before and after the loan or that the lending process of MFIs has not been efficient in increasing the average value of sales for each client of the enterprises served.
The annual production / sales;
As part of the data of this research study there has also been recorded the annual production / sales before and after the loan for 10 business activities credited by MFIs, as they are shown in the table below; Using the Paired t-test calculations made with STATA we can test the hypotheses for comparing two related samples of the annual production / sales for MFIs clients before and after taking the loan, or if the MFIs lending process has been efficient or not in increasing the annual production / sales of business activities, contributing in this way to the value chain process.
Business activities 1 2 3 4 5 6 7 8 9 10 Before loan 30000 3000000 5500000 150000 400000 350000 200000 55000 6000000 50000 After loan 50000 4000000 7500000 200000 500000 450000 500000 75000 10000000 65000 As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the annual production / sales before and after the loan or that the lending process of MFIs has been successful in increasing the annual production / sales of enterprises served.
How does it lead clients to diversify economic activity?
The number of products / services;
There has also been recorded the number of products and services before and after the loan for 10 business activities credited by MFIs, as they are shown in the As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the number of products and services before and after the loan or that the lending process of MFIs has been efficient in increasing the number of products and services of enterprises served.
The number of districts offering the business activities;
For the purpose of this study there has also been recorded the number of districts offering the business activities before and after the loan for 10 business activities credited by MFIs, as they are shown in the table below; Using the Paired ttest calculations made with STATA we can test the hypotheses for comparing two related samples of the number of districts offering the business activities for MFIs clients before and after taking the loan, or if the MFIs lending process has been efficient or not in increasing the number of districts offering the business activities of MFIs business clients, contributing in this way in the value chain process by increasing the number of districts offering the business activities expanding so the area of doing business for MFIs clients. As shown in the table above, we have to accept the null hypotheses, concluding that there is not any difference in the number of districts offering the business activities before and after the loan or that the lending process of MFIs has not been efficient in increasing the number of districts offering the business activities of enterprises served, not contributing in expanding the business area for the MFIs clients.
Does microfinance increases enterprise income?
The average daily revenues;
As part of the data of this study there has also been recorded the average daily revenues before and after the loan for 10 business activities credited by MFIs, as they are shown in the As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the average daily revenues before and after the loan or that the lending process of MFIs has been successful in increasing the average daily revenues of the enterprises served.
The average monthly revenues;
The data gathered for this study are also part of the average monthly revenues before and after the loan for 10 business activities credited by MFIs, as they are shown in the table below; Using the Paired t-test calculations made with STATA we can test the hypotheses for comparing two related samples of the average monthly revenues for MFIs clients before and after taking the loan, or if the MFIs lending process has been efficient or not in increasing the average monthly revenues of business activities, contributing in this way to increasing the business activities.
Business activities 1 2 3 4 5 6 7 8 9 10 Before loan 400000 280000 650000 120000 70000 350000 600000 65000 350000 700000 After loan 500000 300000 850000 350000 80000 400000 750000 80000 550000 850000 As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the average monthly revenues before and after the loan or that the lending process of MFIs has been successful in increasing the average monthly revenues of enterprises served.
The average annual revenues;
There has also been recorded the average annual revenues before and after the loan for 10 business activities credited by MFIs, as they are shown in the table below; Using the Paired t-test calculations made with STATA we can test the hypotheses for comparing two related samples of the average annual revenues for MFIs clients before and after taking the loan, or if the MFIs lending process has been efficient or not in increasing the average annual revenues of business activities, contributing in this way to increasing the business activities.
Business activities 1 2 3 4 5 6 7 8 9 10 Before loan 4500000 3000000 7500000 1200000 850000 4000000 7000000 750000 3500000 8500000 After loan 5000000 4000000 9500000 2000000 950000 4500000 8500000 1000000 4500000 8500000 As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the average annual revenues before and after the loan or that the lending process of MFIs has been successful in increasing the average annual revenues of enterprises served.
Does microfinance over a period of years increases enterprise assets?
The total assets;
For the aim of this research study there has also been recorded the total assets before and after the loan for 10 business activities credited by MFIs, as they are shown in the table below; Using the Paired t-test calculations made with STATA we can test the hypotheses for comparing two related samples of the total assets for MFIs clients before and after taking the loan, or if the MFIs lending process has been efficient or not in increasing the total assets of business activities, contributing in this way to expanding the business activities.
Business activities 1 2 3 4 5 6 7 8 9 10 Before loan 2500000 4500000 7500000 1500000 350000 5500000 25000000 12000000 45000000 2500000 After loan 3000000 5000000 8500000 2000000 500000 7500000 35000000 15000000 50000000 5000000 Table 4 .13 Hypotheses testing for comparing two related samples of the total assets Paired T-Test of mean difference = 0 versus not = 0 Alternative hypothesis: true mean of differences is not equal to 0 N Mean StDev SE Mean Corr 95% Conf Interval t df p-value Alt Hypothesis 10 -2515000,00 3032605,22 958993,97 0,9914 [-4684395,09; -345604,91 ] -2,6225 9 0,0277 Accept
As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the total assets before and after the loan or that the lending process of MFIs has been efficient in increasing the total assets of enterprises served.
Does microfinance leads to changes in business practices associated with increased profitability?
The profit amount;
For the aim of this study it has also been recorded the profit amount before and after the loan for 10 business activities credited by MFIs, as they are shown in the table below; Using the Paired t-test calculations made with STATA we can test the hypotheses for comparing two related samples of profit amount before and after the loan or if the MFIs lending process has been efficient or not in increasing profit amount.
Business activities 1 2 3 4 5 6 7 8 9 10 Before loan 45000 350000 550000 50000 25000 75000 100000 45000 650000 450000 After loan 50000 450000 750000 75000 45000 80000 125000 50000 750000 500000 62895,41 19889,27 0,9926 [-98492,67; -8507,32 ] -2,6899 9 0,0248 Accept
As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the profit amount before and after the loan or that the lending process of MFIs has been efficient in increasing profit amount of the enterprises served.
The profit margin;
For the purpose of this study there has also been recorded the profit margin before and after the loan for 10 business activities credited by MFIs, as they are shown in the As shown in the table above, we have to reject the null hypotheses, concluding that there is a difference in the profit margin before and after the loan or that the lending process of MFIs has been efficient in increasing profit margin of enterprises served.
Awareness and Perception of Microfinance Institutions
Analysis of the chart 5.1, revealed that 12 respondents constituting 8.0% are holding savings account on other MFIs, 50 respondents constituting 33.3% are holding savings account on commercial banks, 59 respondents constituting 39.3% are not holding savings account on any other financial institutions, and 29 respondents constituting 19.3% are holding savings account on other financial institutions.
Chart 5.1 Classification of clients based on types of savings
Based on the data provided, we see there is a great number of microfinance clients in Albania who not have any type of saving, showing that the microfinance market is still unconsolidated but it offers many potentials for improvements.
Chart 5.2 Classification of clients based on savings
Chart 5.2 indicates that the most of the respondents 114 (76.0%) accepts the fact that they are not saving, which shows that the microfinance target group consist of low income people who are not capable of saving money for their future.
Only 36 (24.0%) of microfinance clients are actually saving.
As demand across the globe has continued to expand, the sector has seen more banks and other financial institutions open their services to the previously excluded. In 2010, more than 61% of clients were served through a regulated bank or non-bank financial institution (representing 84% of loan portfolio) and nonprofit institutions represented approximately 42% of clients (36% of portfolio).
According to the Microfinance Barometer 2012 -3th Edition for the microfinance market, we have the figures worldwide; 67% of borrowers served by a financial institution, and 33% by a non-profit institution. 54% of institutions propose both credit and savings, 26% propose insurance products, and 54% propose nonfinancial services. 38% of borrowers live in rural areas (rural lending represents 20% of the loan portfolio). 73% of borrowers are women. In developed countries as well, microfinance is increasingly being perceived as a potentially effective tool to counteract on the effects of the social and economic crisis. Supported by a favorable institutional environment, the sector is developing in Europe and in the U.S. Studies in this field seem to establish a very favorable view of microfinance impact on employment creation and earnings of enterprises. MFIs activities are providing significant return to their clients meeting the objective of the microfinance institutions both in terms of livelihood improvements, poverty reduction, job creation, import substitutions and technology transfer.
Chart 5.7 Classification of clients based on eradication of poverty
It is opined from the chart 5.7 that 122 (81.3%) of the respondents alleged that microfinance could reduce poverty in the society whereas 28 respondents (18.7%) of the total respondents do not think that the microfinance would wipe out poverty.
Microfinance Role in Poverty Eradication
Food Security;
Based on the data we can conclude that the clients and non-clients differ a lot in terms of food security. We can see that the figures are (38.60% vs. 39.02%) for "enough food, but not what we wanted". In the chart below we can also see the food security scale as according to the specific categories of differences.
Chart 6.1 Food security scale However, a higher percentage of the non-client group used gifts from family and friends to finance food purchases, whereas microfinance clients are much more likely to use micro-loans in purchasing food.
These results suggest a shift from reliance on gifts in purchasing food to use of micro-loans, and that program loans are used in financing food, and possibly other consumption needs. This find suggests that loans meet a variety of livelihood needs other than enterprise support.
Sickness and Disease;
Including microfinance loans, there was a difference in the proportion of the client group and non-client group adopting any of the coping strategies to pay for health care costs, suggesting again that clients use micro-loans to finance consumption and emergency needs (22.33% vs. 6.45%).
A number of widely used coping strategies include, in order or importance for client group compared to non-client group, current income (28.16% vs. 16.13%), handouts from family or friends (6.80% vs. 54.84%), selling assets (12.62% vs. 32.26%), loans from family and friends (2.91% vs. 48.39%).
Chart 6.2 Vulnerability and coping
Emergencies and Crises;
Again, there was a difference in the proportion of the client and non-client group adopting any of the coping strategies to pay for unusually large or unexpected expenses. Primary coping mechanisms in non-client group were: handouts from family or friends (20.22%), loans from family and friends (19.10%), compared to the figures of (8.65%) and (1.92%) for the client group. While for the client group the primary coping strategies are current income (25.00%), micro-loan (23.08%), other loan at cost (13.46%) compared to the figures of (5.62%), (3.37%) and (12.36%) for the non-client group.
Conclusions
Based on these survey and observation results we can conclude that lending practices have a positive effect on entrepreneurial activities in increasing employee salaries, in job creation or generating employment, in increasing profit margin of enterprises served, as shown by the cases and models analyzed in the above text.
The research seems to bring a very admirable view of microfinance impact, undertaking and providing an excellent picture of the quality of MFIs lending as well as some quantitative information related to employment creation and earnings of enterprises. MFIs activities are providing significant return to their clients meeting the objective of the microfinance institutions both in terms of livelihood improvements, poverty reduction, job creation, import substitutions and technology transfer.
It's true that the most important finding during the last two decades in the world of microfinance did not come from the world of the rich or the relatively well off. It has come from the countries that encourage microfinance. Microfinance grants facilitating a small firm that startup capital which is necessary to sell. It is urged that government also necessitate the banks to provide microfinance loan to tiny business and enterprises.
Many innovative and socially conscious banking institutions are entering the microfinance market in Albania on their own, because of the growth opportunities. Recently, microfinance seekers not only are highly motivated to repay the loans but their success also spurs others to seek loan. Microfinance is arguably the most innovative strategy to address the problem of global and national poverty. It is the practice of offering small, collateral free loans which otherwise would not have access to the capital which is necessary to begin a small business or other income generating activities. It has been observed that microfinance institutions are not only significantly contributing to the development of finance sector in Albania, but also they playing an important role to eradicate poverty by providing much needed capital to low income people who are able to generate remarkable return on the investment.
There is evidence that becoming a microfinance client is associated with greater food security relative to nonparticipants, and so there is evidence that clients use program loans to meet current consumption needs and appear to be transitioning from a reliance on handouts to the utilization of loans to meet associated cash flow needs (possibly an indication of greater self-reliance). Although programme loans are intended to be used for consumption purposes, such use can be considered a benefit of program participation, providing clients with an important coping mechanism to meet cash flow needs associated with consumption.
Facts verify the conclusion that the Albanian MFIs lending activities is a very commendable undertaking and provides an excellent picture of the quality of MFIs lending as well as some quantitative information related to employment creation and earnings of enterprises. MFI activities are providing significant return to their clients, meeting the objective of the microfinance companies both in terms of livelihood improvements, poverty reduction, job creation, import substitutions and technology transfer.
MFIs are often pressurized to bring down interest rates to unreasonable levels in the name of service to the poor without provision of any support. MFIs have to charge interest rates on loans to fully cover cost of funds, operational costs, loan loss provisions and reasonable margin of profit for servicing equity and building sustainability.
MFIs should follow a rational and transparent interest policy to avoid suspicions and encourage professionalism in the sector. MFIs may take steps to rationalize the cost of funds by accessing various sources of funds, increasing operational efficiency, involving local small NGOs, etc.
Borrowers are often unaware of the effective cost of borrowing and complain about the high cost of loan and lack of transparency. MFIs should be transparent with respect to interest rate and other costs charged and effective cost of credit to the borrowers.
